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Average Official Exchange Rates - 1982: US$=6.09 Czechoslovak Crowns (KCS) 
1981: US$=5.8 KCS 
1980: US$=5.25 KCS 
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Produced Natl. Income 

Constant 1977 Prices Billion KCS : 447.3* 99.0 
Capital Investment Billion KCS ° 138.7 96.8 
Labor Force Mil. Workers . 7.44 100.7 


BASIC INDUSTRIAL OUTPUT 


Hard Coal Mil. Metric Tons 100.0 
Brown Coal/Lignite Mil. Metric Tons 101.9 
Electric Power Billion kWh 101.6 
Crude Steel Mil. Metric Tons 98.0 
Rolled Steel Prods. Mil. Metric Tons 99.1 
Paper and Cardboard Thousand Tons 893. 101.9 
Nitrogen Fertilizer Thousand Tons 618.3 105.2 
Chemical Fibers Thousand Tons 165.1 ‘ é 106.7 
Trucks Thousand Units 45.7 ‘ 103.1 


FOREIGN TRADE (Czechoslovak Data) 
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- KC 81.5 3 109.2 
Of Which: 
"Socialist Countries" Bil. KCS 57.2 ‘ 72.2 115.0 
"Non-Socialist" 
Count ries Bil. 24.3 ‘ 22.0 93.5 


EXPORTS Bil. KCS 80.2 87.7 95.5 109.0 
Of Which: 

"Socialist Countries" Bil. KCS 55.8 62.4 70.6 113.2 
"Non-Socialist" 

Count ries Bil. KCS 24.4 25.3 24.9 98.6 


CZECHOSLOVAK/U.S. TRADE (U.S. Data**) 

Exports to CSSR Mil. US$ 185.1 82.4 83.6 101.4 
Of Which: 

Agricultural Mil. US$ 154.6 58.2 62.1 106.7 
Non-Agricultural Mil. US$ 30.6 24.2 2.5 88.8 


Imports from CSSR Mil. US$ 61.1 67.2 61.6 91.7 
Trade Turnover Mil. US$ 246.2 149.6 145.2 97.1 


*Preliminary Estimate 


*#*Excluding Agricultural and Industrial Transshipments 
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SUMMARY 


The Czechoslovak economy appears to have experienced its second 
consecutive year of negative real growth in 1982. As in 1981, nominal 
growth in national income was exceeded by the rate of increase in retail 
and wholesale prices. Industrial production rose at the lowest annual 
rate since 1963, while agricultural production, despite an improved grain 
harvest, did not recover fully from the decline experienced in 1981. 

The Czechoslovak government has announced ambitious growth targets 
for 1983-85 relative to 1982, but these fall far short of the rates that 
would be required to achieve its original Five Year Plan targets. The 
leadership's major policy goals -- reduction and rationalization of capi- 
tal investment, restructuring of industry in favor of less energy and 
material-intensive lines of production, and introduction of "qualitative" 
performance indicators for enterprises -- cannot be achieved in the short 
term. Plans to enhance the decisionmaking power of enterprises, accel- 
erate introduction of new technology, and improve export performance are 
not being implemented speedily and effectively. 

Czechoslovakia registered a substantial hard currency trade sur- 
plus in 1982, but this was achieved solely through strict import con- 
trols. Import and export volumes in trade with Western industrial count- 
ries both fell. The government has announced that it will not permit im- 
ports to expand faster than exports, and that hard currency indebtedness, 
despite its low level relative to that of other East European countries, 
will be further reduced. Within a shrinking market for imports, the Uni- 
ted States increasingly is being treated as a supplier of last resort. 
U.S. exports to Czechoslovakia grew by 1.4 percent in 1982, solely be- 
cause of increased agricultural sales, but remain 54.8 percent below the 
amount achieved in 1980. 

Despite a general decline of 11.2 percent in the level of U.S. 
non-agricultural goods exported to Czechoslovakia in 1982, exports of 
U.S. machinery, transport equipment, and chemicals were maintained at 
1981 levels. U.S. equipment, such as analytical and scientific instru- 
ments, electronics production and test equipment, medical instruments and 
devices, computers and peripherals, and industrial controls, is highly 
regarded in Czechoslovakia and continues to be in demand by end-users in 
priority sectors of the economy. For specific information on marketing 
opportunities in Czechoslovakia, U.S. exporters should contact the U.S. 
Foreign Commercial Service, U.S. Embassy Prague, or the U.S. Department 
of Commerce desk officer for Czechoslovakia at (202) 377-2645. 


Performance in 1982 


Czechoslovak Government statistics on economic performance in 1982 
suggest that the economy has not begun to recover from the recession into 
which it entered in 1981. For the second consecutive year, the growth 
rate for nominal national income (3.9 percent) was outpaced by the growth 
of retail prices, especially for meat and other foodstuffs, clothing, and 
some consumer durables; wholesale prices, especially fuels, construction 
materials, other industrial raw materials, and agricultural procurements, 
probably. grew at an even faster rate. The standard of living declined, 
with retail prices rising approximately twice as fast as nominal wages. 
There is little reason to believe that the situation will improve in 1983, 
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since growth targets for nominal money receipts and social benefits 
(pensions, education and health care benefits), especially the latter, 
are below the rates registered in 1982, while further price increases 
either are anticipated or, as in the case of a number of retail services, 
have already occurred. 

Industrial production rose by about one percent, the lowest annual 
increase recorded since 1963. In accordance with the planned restruc- 
turing of energy-intensive sectors, production declines were registered 
in metallurgy (-0.4 percent), chemicals (-0.3) and construction materials 
(-1.5), but declines in the first two instances fell short of plan tar- 
gets. Steel production, despite lower rates of investment than in 1981, 
remained approximately at the same level. Production in the electronics 
industry, a priority growth sector, was up 4.8 percent, with computer 
production rising 5.8 percent and accessory materials by 15.4 percent. 
Production of agricultural and transport equipment, with the exception of 
the slumping passenger car industry, rose at a faster rate than general 
engineering production as a whole. Production in light industry, paced 
by glassware, ceramics, and porcelain, was up 1.6 percent. 

Approximately one-sixth of all enterprises were cited for failure 
to achieve planned production levels. As in 1980-81, the construction 
industry, despite a reduction of about eight percent in investment since 
1980 and emphasis upon completion of lagging projects in preference to 
new starts, failed to bring many projects on stream as planned. The 
backlog of unfinished projects, although reduced slightly, remains higher 
than 25,000 individual projects. Labor productivity in industry, which 
is to account for 90-95 percent of projected growth in national income 
through 1985, rose by only 0.5 percent. In addition to construction, the 
nuclear engineering and wood processing industries were singled out for 
particular criticism. 

Although results in agriculture in 1982 were somehwat better than 
expected, total agricultural output was up only 1.1 percent against the 
3.2 percent growth sought in the plan. This increase was registered in 
comparison with the poor results obtained in 1981, when output fell 3.4 
percent. Grain output in 1982, while larger than the previous year, fell 
7 percent short of the target; rapeseed and potato production, respec- 
tively, were 20 percent and 5 percent below plan. The only bright spots 
in agriculture in 1982 were good sugar beet and fruit crops. 

Output in the livestock sector continued to fall in 1982 under the 
impact of the poor grain harvest in 1981 and the decision of the govern- 
ment to cut imports of grain sharply - by about one-third. Production of 
animals (mainly hogs) for slaughter fell 9.5 percent during the year and 
the production of poultry and milk were lower as well. 


Economic Plan for 1983 

In comparison to the virtually zero growth called for in 1982, the 
Czechoslovak economic plan for 1983 envisages growth of 2.0 percent in 
national income, 1.7 percent in industrial production, and 1.5 percent in 
agricultural production. Czechoslovak planners project a gradual in- 
crease in growth in 1984-85, perhaps 2.5 percent annually in national in- 
come and 3-3.5 percent in industrial production. Assuming that the 1983 
targets are fulfilled, however, these projections fall far short of the 
rates that would be required to achieve even the lower end of the ranges 





of growth originally planned for 1981-85 (annual growth of 4.5 percent 
would be needed for national income, 4.4 percent for industry,and 3.9 
percent for agriculture). Industrial production targets reflect the same 
basic strategy as in 1982, calling for relatively higher growth in 
machine-building, electronics, and wood-processing and modernization of 
energy-intensive sectors such as ferrous metallurgy and chemicals. En- 
ergy projects, especially coal extraction and construction of nuclear 
power stations, will receive more than 40 percent of overall capital in- 
vestment, which will continue to decline. 

The production goal in agriculture for 1983 is an increase in out- 
put of 1.5 percent over 1982. The plan calls for a rise in plant pro- 
duction, while production in the livestock sector is to remain at the 
previous year's level. The most important goal in the 1983 plan is the. 
production of the long-sought target of 11 million tons of grain. If 
this is attained, the livestock sector again may resume modest growth 
during the 1983/84 season. It would also permit the government to cut 
further its grain imports from the estimated 700,000 tons purchased 
abroad during the current season (1982/83). 


Foreign Trade 

Sharp reductions in imports, especially from advanced industrial 
countries, permitted Czechoslovakia in 1982 to record a hard currency 
trade surplus estimated at more than $800 million. The surplus on cur- 
rent account probably exceeded $500 million. Czechoslovak exports to 
"non-socialist" countries also declined (1.4 percent as opposed to a de- 
cline of 6.5 percent for imports), while trade with the Soviet Union and 
other "socialist" countries was up by more than 13 percent overall, ac- 
counting for about 75 percent of total trade. 

The Czechoslovak Government, intensifying the extremely conser- 
vative financial policy it has pursued since the 1960s, has announced 
that it will not utilize hard currency borrowing to finance modernization 
of industrial plant and that it will permit hard currency imports to ex- 
pand only to the extent that hard currency exports grow. Emphasis is 
being placed upon closer economic "integration" with the Soviet Tnion and 
other members of the Council for Mutual Economic Assistance, especially 
development of inter-branch and inter-enterprise cooperation projects. 
Trade turnover with these countries is expected to grow by eight percent 
in 1983; no target has been published on trade with the West. 

Efforts to control hard currency expenditures have been reflected 
in a) closer monitoring of import applications, with increased delays in 
securing approval and b) increased demand for preferential financing 
arrangements, including one and two-year credits for raw materials pre- 
viously purchased for cash, supplier credits, and substantial counter- 
trade components for many contracts. The combined effect of these 
measures has been to intensify competition among Western suppliers for a 
shrinking market and to solidify the market position of firms with long 
experience and good contacts in Czechoslovakia. Within the context of a 
shrinking market, the United States frequently is treated as a supplier 
of last resort, and U.S. exports to Czechoslovakia remain well below the 
level achieved in 1980. 

U.S.-Czechoslovak trade in 1982 totalled 145.2 million dollars. 
Although the total trade turnover in 1982 was down about 3 percent from 
1981 (and down 41 percent from 1980), U.S. exports to Czechoslovakia rose 





aa « 


by 1.4 percent as a result of increased agricultural sales. 

Sales of agricultural commodities to Czechoslovakia have fluc- 
tuated sharply in recent years, while sales of non-agricultural goods 
have been more stable in comparison. The latter, however, have declined 
steadily since 1979, and their value in 1982, 21.5 million dollars, was a 
drop of more than 11 percent from 1981 and more than 22 percent below the 
average annual value of such exports during the five year period from 
1978 through 1982. 


Ene 

A principal constraint ‘upon economic growth is the fact that the 
Czechoslovak economy is highly energy-intensive, at a time when domestic 
energy production accounts for a decreasing share of primary energy con- 
sumption. Production of both hard coal and brown coal/lignite will con- 
tinue to decline, and current plans call for holding preduction app- 
roximately at the 1980 level. Coal production targets were met in 1982, 
although brown coal extraction continued to suffer from delays in prep- 
aration of open-cast mining sites caused both by bad weather and break- 
downs in excavation and transport equipment. 

Oil imports, primarily from the Soviet Union, have been reduced by 
about 10 percent since 1980 and, because of supply constraints, seem un- 
likely to recover to their former level. Current plans call for a grad- 
ual increase in the proportion of energy imports accounted. for by natural 
gas, part of which reflects payment for Czechoslovak construction and 
maintenance of transit pipelines from the U.S.S.R. to Western Europe. In 
addition, emphasis is being placed upon construction of nuclear power 
plants, both for domestic use (nuclear power is expected to account for 
more than one quarter of generated power by 1990) and for export to other 
communist countries and to the third world. Construction at the first 
two domestic nuclear sites, however, has suffered from labor shortages 
and supply delays and is lagging nearly one year behind schedule. 


Changes in the Planning and Management System 

The new "Set oF Measures" for improvement of the planning and 
management system, which went into effect in 1981, is intended to provide 
specific incentives to both management and labor to make more efficient 
use of resources, encourage innovation, and stimulate production for ex- 
port. Enterprises and their parent trust organizations, at least in 
theory; have been given a greater role in microeconomic decisionmaking 
and are expected to finance their operations to a much greater extent 
than in the past from their own production funds rather than from state 
budget allocations. Enterprise funds, in turn, are to be generated in 
proportion to fulfillment of planned performance targets established on 
the basis of new "qualitative" production indices, such as net value 
added, profitability, net sales, and reduction in unit material costs. 
The price mechanism, again in theory, is to be employed to reward pro- 
duction of "higher-quality" goods and to punish low-quality production. 
The Set of Measures also has included tentative, cautious experimentation 
with expansion of private sector activity in the agricultural and service 
sectors and with limited decentralization of foreign trade decisionmaking 
from state trading companies to production enterprises. 
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Czechoslovak planners in general have expressed disappointment 
with the pace of implementation of the Set of Measures. Satisfaction has 
been expressed with lowering of material costs in industry, achievement 
of profitability and value added targets, and conservation of fuels, 
metals, and other raw materials. At the same time, however, criticism 
has been expressed concerning the slow rate at which technological inno- 
vation is brought into production, continuing shortcomings in export per- 
formance (especially poor market research, responsiveness to changing 
conditions, and after sales service) and the build-up of unwanted stocks 
of manufactured goods. 

The major difficulty with the Set of Measures thus far has been 
that the central planning apparatus has not surrendered any of its basic 
authority to production enterprises. The role of central planning, in 
which prices, production targets, inputs to production, and production 
mixes are dictated from above, continues to be held sacrosanct. In the 
absence of evolution toward the degree of decentralization implicit in 
the Set of Measures, it is questionable whether the changes implemented 
thus far will provide adequate incentive to managers and workers to inno- 
vate and take risks. 


Implications for the United States 
The economic outlook and prospects for expanded trade with Czecho- 


Slovakia will remain poor in the short term. It is expected that the 
level of investment will continue to be depressed as efforts to clear-up 
the backlog of unfinished projects continue. Czechoslovakia's policy of 
limiting imports to export earnings at a time when exports to the West 
are falling will place severe limitations on hard currency availability. 
The shortage of hard currency for purchase of Western goods will be agg- 
ravated by the leadership's determination to reduce further the country's 
hard currency indebtedness. Western suppliers can expect to meet greater 
demands for extended supplier credits and countertrade arrangements in 
dealings with their Czechoslovak customers. 

At the same time concern is growing over Czechoslovakia's deteri- 
orating competitiveness in world markets. Increasing pressures are de- 
veloping to modernize the economy, to improve the quality of manufactured 
goods and to re-establish the export competitiveness of Czechoslovak in- 
dustry. Some minor changes have already occurred to allow manufacturing 
enterprises a greater control over their export performance. As it be- 
comes more apparent that the government's financial policies and resul- 
ting restrictions on imported Western equipment need to be changed, busi- 
ness opportunities for Western suppliers could improve dramatically. 

Excellent sales prospects ma‘ develop in the Czechoslovak engi- 
neering industries, where quality c....10l and energy savings have been 
perennial problems. In 1982, Czechoslovakia's electronics industry experi- 
enced a 4.8 percent increase in output. For this target industry to continue 
to grow and reach world standards of quality and reliability, substantial 
imports of Western electronic production and test equipment will be 
needed. Various process industries which have traditionally contributed 
to Czechoslovakia's export earnings, such as wood processing, food pro- 
cessing and chemicals, also are in need of modern efficient machinery and 
techniques in order to be competitive in world markets. 
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Whether the Czechoslovak leadership will have the political will 
to implement changes in current policies which restrict trade with the 
West is unknown. U.S. exporters also face obstacles created by the cur- 
rent state of East-West relations and Czechoslovakia's lack of Most- 
Favored-Nation status in its trade with the U.S. 

New-to-market firms will find it useful to contact the U.S. 
Foreign Commercial Service, U.S. Embassy Prague (telex AMEMC 121196), or 
the U.S. Department of Commerce desk officer for Czechoslovakia at (202) 
377-2645 to discuss their marketing plans for Czechoslovakia. Assistance 
can be provided to U.S. exporters who wish to arrange appointments in 
Czechoslovakia or stage product presentations. Organized trade promotion 
events in Czechoslovakia include the U.S. exhibition at the Brno Inter- 
national Engineering Fair and a variety of technical sales seminars on 
topical themes. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:532 





